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UTILITY FINANCES 

 

 

 

BUDGETING 

• The Office of State and Local Finance in the Tennessee Comptroller 
of the Treasury handles all budget submissions 

• http://www.comptroller.tn.gov/sl/    provides a checklist of required 
items along with Excel budget forms 

• Appropriation -The act of government to authorize expense of 
public funds by creating an authorizing law. 
o Budgets are appropriated at the organizational unit level 

(department). 

THE BUDGET CYCLE 

1. Preparation 
2. Enactment 
3. Execution 
4. Review and Audit 
 

NOTES 
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LINE-ITEM BUDGET FORMAT 

• Most common budget format in Tennessee 
• The expenses are shown by department and object code 
• Best used for cost control 
• Advocates – Governing body has great input into spending 

decisions 
• Critics – focuses attention on what is being spent, not what is being 

accomplished. 

 

SIX ELEMENTS OF A BUDGET ORDINANCE 

1. Estimates of proposed expenses for each department 
a. Last preceding fiscal year (audited) 
b. Current fiscal year (estimated) 
c. Upcoming fiscal year (proposed) 

2. A schedule of outstanding debt of the utility 
3. Estimates of anticipated revenue of the utility from all sources 

a. Last preceding fiscal year (audited) 
b. Current fiscal year (estimated) 
c. Upcoming fiscal year (proposed) 

4. A statement of estimated net position balance or deficit as of the end 
of the current fiscal year 

5. A statement of pending capital projects and proposed new capital 
projects and how those are to be funded. 

6. Any other supporting schedules that the governing body considers 
necessary or are otherwise required by law 

 

NOTES 
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PUBLIC NOTIFICATION 

The publication law requires publication of condensed comparative budgets of 
the: 

• General Fund 
• Streets/Public Works Fund 
• Capital Project Funds 
• General Purpose School Fund 

There is NO requirement to publish a utility 
budget.  However many cities choose to do so. 

 

FINANCIAL POLICIES AND GUIDELINES 

Strategic Planning Is:   

- Goal setting that should be measurable & clear 
- Objectives that are a path to the goals 
- Performance Measures to see how well you are doing 

Financial Policies are policies that provide guidance to management that 
include assumptions for: Revenues; Expenses; Anticipates factors that impact 
operations; Long-term planning; Builds on annual budget; Provides foundation 
for subsequent annual budgets; Capital planning 

Revenue policies should state philosophical basis and provide guidelines for 
managers. Define diversification of revenues and explain one time or non-
recurring revenues as well as volatile unreliable revenue streams. 

Expense Policies should state philosophical basis for how funds or net position 
balances are used. Debt and spending limits should be set by policy. Cash 
handling procedures should be documented. Spending limits and approvals 
should be documented for each position. 
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RECORDING THE BUDGET 

Budgetary accounts should be a part of the accounting system to ensure: 

- Expense limits are not exceeded 
- Revenue estimates are being met 

The legally adopted budget should be recorded in the general ledger as a 
budgetary entry. 

The budgetary entry does not affect actual assets, liabilities, revenue, or 
expense accounts. It only affects budgetary accounts, with the exception of 
Unrestricted Net Position. 

 

REVISE THE BUDGET 

Much can change between budget formulation and the end of the fiscal year. 

- Revenue shortfalls 
- Unexpected grant changes 
- Unexpected expenses or emergencies 

 

CAPITAL BUDGETING 

- Capital Budget vs. Operating Budget 
- Developing a Capital Budget or Capital 
Improvement Plan 

 

 

Advantages of a Capital Budget 

- Helps set spending priorities 
- Forces consideration of life expectancies of facilities and equipment 
- Allows multi-year financing for projects that could not otherwise be 

attempted without debt issuance. 
- Favored by rating agencies 
- Should include how a project will affect the operating budget in regards 

to increased revenues or expenses. 
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INTERNAL CONTROLS – STATE LAW 

TCA § 9-18-102(a), effective June 30, 2016 

“Each agency of state government and institution of higher education along 
with each county, municipality, and metropolitan government shall establish 
and maintain internal controls, which shall provide reasonable assurance that:  

(1) Obligations and costs are in compliance with applicable law; 

(2) Funds, property, and other assets are safeguarded against waste, loss, 
unauthorized use, or misappropriation; and 

(3) Revenues and expenditures are properly recorded and accounted for to 
permit the preparation of accurate and reliable financial and statistical 
reports and to maintain accountability over the assets.” 

 

Comptroller’s Office Directives 

See appendix A 

 

DEFINITION OF INTERNAL CONTROL 

Internal Control is a process that is developed by the municipality to provide 
reasonable assurance that the following categories of objectives will be 
achieved. 

- Reliability of Financial Reporting, 
- Effectiveness and Efficiency of Operations, and 
- Compliance with Applicable Laws, Regulations, Contracts, and 

Grant Agreements 
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LEVELS OF OVERSIGHT RESPONSIBILITY  

Governing Body: county commission, city council, board of aldermen, 
commissioners, directors or similar authorities. 

Oversight Body: An appointed body designated to perform oversight at the 
direction of the governing body. 

Management: elected officials or employees with direct responsibility for day-to-
day operations including the implementation of internal controls. 

 

FEDERAL GRANTS OR LOANS 

If your utility receives federal funds then federal regulations require an entity 
have a system of internal controls in place. 

 

The Green Book 

The Green Book Definition of Internal Control 

Internal Control is a process affected by an entity’s 
oversight, management, and other personnel that provides 
reasonable assurance that the objectives of an entity will 
be achieved. Objectives and related risks are broadly 
classified into one or more of the following categories:  

- Operations – Effectiveness and efficiency of operations 
- Reporting – Reliability of reporting for internal and external use 
- Compliance - with applicable laws and Regulations 

NOTES 
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DOCUMENTATION 

The Green Book has minimum documentation requirements for an effective 
internal control system. 

- Rationale for omitting a principle and how that component can be 
effective without it 

- Development and maintenance of the system 
- Internal control responsibilities in the form of policies 
- Results of evaluations, monitoring and issues 
- Determine appropriate corrective actions for issues and deficiencies on a 

timely basis 
- Corrected and remediated actions completed in a timely manner.  

 

Green Book says “All In” 

Section OV4.10   Use by Other Entities 

…..framework may be applied by state, local, and quasi-government entities.  

“If management elects to adopt the Green Book as criteria, management 
follows all relevant requirements presented in these standards.” 

 

Who is Responsible for Internal Control? 

- You are! 
- Elected officials should ensure managers reporting to them implement 

and maintain a sound and comprehensive framework for internal control. 

COSO, the Green Book, GFOA and other standards all state the same thing.  The 
governing body is ultimately responsible for the financial and operational 
condition of the utility.  You provide oversight by following the principles of the 
1st element of the internal control system the CONTROL ENVIRONMENT. 

 

 

 

 



8 
 

INTERNAL CONTROL CUBE 

 

 

 

 

 

 

CONTROL ENVIRONMENT ATTRIBUTES 

The Control Environment is the foundation for the entire system of internal 
controls.  It must be strong in all 5 principles or the other 4 elements will not 
function properly. 

1 Commitment to Integrity and Ethics is extremely important.  Employees 
watch what you do more than they listen to What you say. If a board 
acts unethically then employees will think they can too. He is using that 
backhoe so I can to! 
- Tone at the Top 
- Standards of Conduct 
- Adherence to Standards of Conduct 

2 Exercise Oversight, don’t try to run the utility- that is why a manager is 
hired. The board should function as an oversight body and make sure 
policies and procedures are put in place and being followed. 
- Oversight of Structure 
- Oversight for the Internal Control System 
- Input for Remediation of Deficiencies 

3 Structure, Responsibility and Authority-The organizational structure 
needs to be clearly defined so employees at all levels know who to 
report to. There should be no question where authority lies. 
- Assignment of Responsibility and Delegation of Authority 
- Documentation of the Internal Control System 

4 Commitment to Competency is the backbone of a professionally run 
organization.  The governing body must hire competent managers to 
ensure the utility’s goals and objectives are being met.  In turn the 
Manager must do likewise hiring a competent financial officer and 
engineer all the way down to the clerks in the office to the linemen in 
the field. 
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1. Expectations of Competence 
2. Recruitment, Development, and Retention 
3. Succession and Contingency Plans and Preparation 

5 Enforce Accountability by letting the entire organization know that the 
board has signed off on personnel and operating manuals and 
everyone is held accountable to follow the adopted polices else there 
are consequences. Follow through!  Has the board put any excessive 
pressures on management?  Unachievable pressures can cause 
employees to circumvent controls increasing risk of loss or injury. 
- Enforcement of Accountability 
- Consideration of Excessive Pressures 

RISK ASSESSMENT  

Management must assess operations to determine what risks are present. The 
risks should be prioritized then a determination must be made how to respond to 
the risk.  Does the utility put policies and procedures in place to reduce the risk?  
Do procedures need to be changed to reduce risk?  We aren’t talking about 
just money, what about inventory, fuel, tools, equipment?  Assets of different 
type can be misused.  

- Identify Risks and Tolerances 
- Analyze, and Respond to Risks 
- Potential for Fraud Considered 
- Analyze, and Respond to Significant Changes 

NOTES 
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CONTROL ACTIVITIES 

Based on our risk assessment develop policies and procedures to provide 
reasonable assurance that objective are being met related to: 

- Operations 
- Reporting 
- Compliance  

Remember those 3 categories in the definition of internal control? 

- Design to Achieve Objectives or to Respond to Risks 
- IT System Should be Included in the Design 
- Implemented through Adopting Policy 

 

INFORMATION AND COMMUNICATION 

It is important to make sure the information is accurate high qualify information. 
The board does not want to make decisions based on inaccurate data. 

All information communicated internally should be done timely and in the right 
way.  It can be formal or informal but it should be clear and direct.  
Management should make sure that all employees are aware of the policies 
and procedures and any changes made to them.  

External information should be complete and accurate. Annual reports to 
regulatory or grant agencies are very important to ensure further funding 
opportunities. 

- Information is of Quality 
- Information is Internally Communicated 
- Information is Externally Communicated 
-  

MONITORING 

Processes change over time and the internal controls need to change with 
them.  It is important to monitor control over time to ensure there are still working 
as intended. 

Monitoring of controls on a periodic basis will also ensure that personnel are 
following established procedures. 

Any weaknesses found should be corrected in a timely manner. What is the 
point it you don’t act quickly to correct the error. 
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- Activities to Monitor Established and Operational 
- Identified Weaknesses are Remediated in a Timely Manner 

COSO, WHY SHOULD WE LOOK AT IT?  

FRAUD is the ultimate control failure. 

- Issued a Fraud Risk Management Guide 
- To complement COSO’s Integrated Framework for 

Internal Controls  
- September, 2016 

THIS A MESSAGE FROM THE BOARD AND MANAGEMENT “WE 
WILL NOT TOLERATE FRAUD” 

Control Environment 

Organization establishes and communicates a Fraud Risk Management Program 
(FRMP) that show expectations of BOD and senior management and their 
commitment to high integrity and ethical values regarding managing fraud risk. 

Risk Assessment 

- A review of risk assessment practices to see if fraud detection was 
considered when the assessment was done. 

- Organization performs comprehensive fraud risk assessments to identify 
specific fraud schemes and risks, assess their likelihood, evaluate existing 
fraud control activities and implement actions to mitigate residual fraud 
risks. 

Control Activities 

- Evaluate controls and determine if additional fraud detection controls 
should be developed and implemented in certain areas. 

- Organization selects, develops, and deploys preventive and detective 
fraud control activities to mitigate the risk of fraud events occurring or not 
being detected in a timely manner. 

Monitoring 

- Monitor your fraud prevention procedures to ensure they are working 
properly. 

- Organization selects, develops, and performs ongoing evaluations to 
determine if each of the 5 principles of the FRMP is present and 
functioning.  
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MODEL DEBT POLICY 

- The State Funding Board adopted a Statement on Debt Management 
- Local governments that borrow money are required to adopt a debt 

management policy 
- Certain mandatory language must be included 

Introduction to Debt Management 

The importance of:  

- capital plan 
- debt policy 

Long-Term Debt 

- Revenue Bonds 
- Capital Outlay Notes 

 

TCA, Title 9, Chapter 21 authorizes public debt to be issued for the purpose of 
public works projects.  There are several things defined in the statute as a 
“public work”.  Utilities generally issue Revenues Bonds or Capital Outlay Notes.   

Revenue bonds are backed by the revenue stream of the operations for which 
the bond proceeds are to be used.   If a new well is being built then the bond 
payments should be made from the water fund revenues. 

 

Financing Capital Improvements and Projects 

1. Pay-As-You-Go 

Accumulating funds or using reserves to pay for capital projects. 

2. Pay-As-You-Use 

Borrowing funds and spreading the debt service over the useful life of the 
capital project. 
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INTERGENERATIONAL UTILITY 

How will the tax burden of acquiring the project be fairly distributed? 

Intergenerational utility - those who benefit from the project should normally 
participate in paying for it. 

This is a good reason to use debt for long term capital projects. The generation 
who will be using the asset will be the ones paying for it. 

That would be my reasoning for using the pay-as-you go method for 
maintenance and short-term projects. It benefits the current rate payers. 

 

LOCAL GOVERNMENT PUBLIC OBLIGATIONS ACT OF 1986 

- Authorizes cities to borrow for public works and other purposes. 
- Subject to restrictions found in the statute. 
- Subject to approval by the Office of State and Local Finance. 
- May contract debt to loan to other local governments for public works 

projects. 

This debt law also requires that your budget be approved by the Office of State 
and Local Finance if you have any outstanding debt. 

Original bond issues do not require state approval but any refunding of bonding 
must be reviewed by their office. 

All capital outlay notes must be approved prior to borrowing. 

 

NOTES 
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BOND RESOLUTION 

- Resolution contains:  
o The amount of 

revenue bonds to be 
issued 

o The public works 
project for which they 
are issued 

o The rate or maximum 
rate of interest which 
the general obligation bonds are to bear 

o A brief statement explaining how the bonds will be paid 
- Only requires a simple majority for passage - not subject to veto by the 

mayor. 

Actions Authorized by Resolution 

- Municipality adopts a debt resolution 
- Bond resolution does not need to be published prior to adoption. 
- A public notice must be published giving citizens 20 days to petition 

against the debt as required by TCA 9-21-206. 

FISCAL AGENT 

- Governing Board may appoint a fiscal agent. 
- Usually a bank or trust company. 
- Duties may include: 

o Disbursement of payment 
o Redeeming bonds and coupons at maturity 
o Handling related taxes 

TAX – EXEMPTION 

- Municipal bonds are tax exempt.  
- Exceptions 

o Inheritance 
o Transfer 
o Estate tax 

- Makes the bond attractive to an investor. 
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REPORT ON DEBT OBLIGATION 

Public Debt Report Form (CT-0253) 

- All local governments must file with the Director 
of State and Local Finance. 

- File within 45 days of entrance into a debt obligation. 
- Governing body must also be given copy within 45 days. If there is no 

public meeting prior to the 45 day period each governing body member 
must be sent the report. 

 

ANNUAL BUDGET APPROVAL 

- Local governments with any type of debt must submit to the Director of 
State and Local Finance for approval:  

o Cash basis balanced annual budgets 
o Supporting documents and schedules 

- Additional public notices must be made if: 
o The budget does not provide for debt payments or 
o The budget is not balanced on a cash basis 

INVALID OBLIGATIONS  

- Interfund loans not approved by the State 
- Mortgages on city or utility owned property 
- Nonconforming Debt - debt issued contrary to the “Act”. 
- Types of nonconforming debt: 

o Interfund loans not approved by the State 
o Mortgages on city or utility owned property 

SELECTING A LONG TERM DEBT INSTRUMENT 

- Revenue Bonds 
- Long Term Leases 
- Capital Outlay Notes 

REVENUE BONDS 

- Backed by the revenue of the project produced. 
- Investors can place a lien on revenue stream.  
- In a default, investors cannot require municipality to raise taxes or fees. 
- Utility may have to make other offers to attract investors. 
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- Bond covenants are offered to attract investors and may include: 
o Establishing a debt service reserve fund 
o Issuer may consider obtaining bond insurance to lower interest rate 
o Legally binding 

DEFAULTS ON REVENUE BONDS 

• Investors may petition the chancery court to appoint a receiver for the 
project. 

• Receivership indicates the Utility is unwilling or unable to repay the bond. 

• Receiver may manage the project in the name of the Utility. 

LONG TERM LEASES 

- Leases and lease-purchase agreements are for capital improvements. 
- Useful when expected asset life is less than normal bond repayment 

period. 
- Leases can be for a period of 40 years or the useful life of the property. 
- Does not require OSLF approval, but must be reported on a CT-0253. 

NOTES 
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CAPITAL OUTLAY NOTES 

- Issued for public works projects for up to 12 years. 
- Requires the approval of the Director of State and Local Finance after 

board approval. 
- Can be issued for same purposes of Revenue Bonds. 
- Issued by resolution. 
- Three-year capital outlay notes may be renewed for two additional 

periods. 
- Note extensions require a resolution from the governing body. 
- The note may be converted into a bond during its term with the 

permission of the Director of the State and Local Finance. 

 

THE DEBT ISSUANCE TEAM 

- Financial Advisor 
- Underwriter 
- Bond Counsel 

 

FINANCIAL ADVISOR 

For Competitive Sales 

- Helps structure, size and 
time the bond, 

- Prepare the bond 
package and 
presentation to the rating 
agency, 

- Evaluates the bids for the issue, 
- Completes the sale. 

For Negotiated Sales 

- Underwriter takes on many of these tasks and the FA may act as a liaison 
between the municipality and the underwriter.  
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UNDERWRITER  

The underwriter purchases the issue from the utility and resells it to investors. 

Competitive Sales 

- underwriters bid against each other for 
the issue 

Negotiated sales 

- the utility selects the underwriter for 
the issue 

- often FA assists in the negotiated sale 

 

BOND COUNSEL  

Role is to render a legal opinion on whether the local government: 

- Has the local authority to issue the bond 
- Whether the bond is exempt from federal and state taxes. 

Investors count on the opinion of bond counsel to ensure: 

- They will be repaid and  
- Their investment will be tax-free. 

CONSIDERATIONS TO DEBT ISSUANCE 

- Cost of the project 
- Cost of preparing the issue 
- Paying the bond finance team 
- Borrow enough to pay: 

o Interest until revenues flow 
o To establish a reserve fund for repayment. 
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SHORT-TERM DEBT INSTRUMENTS 

- Elements of Short-Term Debt 
- Term is less than one year 
- Used to meet cash flow needs 
- Types are 

o Grant anticipation notes 
o Bond anticipation notes 

- Financed by anticipated revenues 

Instructor Note: Short term debt options are limited for utilities.  

NOTES 
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FINANCIAL OVERSIGHT 

- Enterprise Fund Accounting  
- Financial Reporting 
- Water and Wastewater Finance  

 

ENTERPRISE FUNDS 

Generally accepted accounting principles (GAAP) provide that Enterprise funds 
MUST be used to report any activity for which a fee is charged: 

1. Debt is secured solely by net revenue from fees and changes to 
external users, 

2. or requirement to operate as an enterprise fund under laws or 
regulations requiring costs including depreciation and debt be 
recovered through user fees and charges. 

3. Any activity which management establishes fees and charges 
through its pricing polices, to recover its costs of providing 
services including capital costs. 

Tennessee laws require that water, sewer, or combined water and sewer funds, 
operate as Enterprise Funds. 

Law also requires use of an enterprise fund for a functioning incinerator or 
landfill. 

 

ENTERPRISE FUND ACCOUNTING 

A fund is a fiscal and accounting entity with a self-balancing set of accounts. 

- It stands alone and apart from other funds. 
- Business-type activities are funded by external user fees. 
- Enterprise funds use Accrual Accounting and the Economic Resources 

Measurement Focus. 
- They are required to be self-supporting and cannot rely on funding from 

other government funds. 
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ACCOUNTING – THREE MAIN FUNCTIONS 

1. Recording transactions - determine when a 
financial event has occurred 

2. Classifying transactions - what type of financial 
event 

3. Summarizing transactions - reporting the events 

 

 

METHOD OR BASIS OF ACCOUNTING 

-Accrual – financial reporting 

-Cash – budgetary purposes 

 

o Revenue recognized when earned AND measurable 
o Expenses recognized when incurred if measurable 
o Terminology used: Revenues, Expenses, and Net Position 

 

CHART OF ACCOUNTS 

 

Account numbers are assigned to each of the financial statement categories. 

The chart of accounts should be used consistently throughout the budget and 
financial reporting process. The most common structure 

 Assets  10000 

 Liabilities  20000 

 Net Position  20000 

 Revenue 30000 

 Expenses 40000 
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NOTES 
 
 
 
 
 
 
 
 
 

 

TRIAL BALANCE  

Essential part of the financial statement review and preparation 

- List of all accounts in the general ledger 
with their balances 

- It must balance as in the total debits 
equal the total credits 

- It is a very good source to review all 
financial accounts in account number 
order in one report. 

 

ENTERPRISE FUND FINANCIAL STATEMENTS 

- Statement of Net Position 
- Statement of Revenues, Expenses, and Changes in Net Position 
- Cash Flow Statement 

 

STATEMENT OF NET POSITION 

Assets 
Deferred Outflows 
Liabilities 
Deferred Inflows 
Net Position 
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ENTERPRISE FUNDS – ASSETS AND DEFERRED OUTFLOWS OF 
RESOURCES 

- Assets (current)                               
o Cash, short-term investments 
o Accounts receivable 

- Assets (non-current) 
o Restricted assets 
o Capital assets 

- (Long-Term) 
- (Intangible) 
- Deferred Outflows 

o Pension related expenses to be paid in future periods 

Preferable that capital assets be grouped by class (land, equipment, buildings, 
improvements other than buildings, infrastructure, and construction in progress. 

A minimum of two separate categories on the face of the statement of net 
assets is optional: 

- Capital assets not being depreciated, and 
- Capital assets being depreciated 

CHARACTERISTICS OF CAPITAL ASSETS 

A tangible asset owned and used in the operations of the entity that lasts longer 
than one fiscal year.  

Classification and Useful Lives:    Years 

Buildings (Office and Plant)     30-50 

Equipment and Tools     10-15 

Furniture and Fixtures     5-10 

Machinery, Equipment and Vehicles   5-15 

Pumps and Treatment Equipment            15-20 

Transportation Equipment    5-10 

Water Lines and Storage     40-50 

Well/Dam       Eng. Est. 

Wastewater System     40-50 
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ASSET SCHEDULE 

Depreciation is a non-cash expense because you have paid for the asset up 
front by issuing debt or with cash reserves.  Cash should be set aside after debt 
payments are made to build up reserves to provide repair and maintenance on 
the assets.  This is part of the reason for the depreciation being non-cash.  It 
allows for saving of excess cash over debt for regularly scheduled repairs and 
maintenance on expensive capital assets.  

Utility rates MUST be sufficient to pay both depreciation and debt costs. 

 

DEFERRED OUTFLOWS 

Some items which were previously classified as assets are now reported as 
“deferred outflows”. 

A common type of deferred inflow for an enterprise fund would be pension 
related obligations. 

 

ENTERPRISE FUNDS 

Liabilities and Deferred Inflows of Resources 

- Liabilities (current) 
o Accounts payable 
o Accrued interest 
o Current maturities of long term debt 

- Liabilities (non-current) 
o Bonds payable due after one year 

- Deferred Inflows 
o Pension related inflows related to future periods 

 

DEFERRED INFLOWS 

Some items which were previously classified as liabilities are now reported as 
“deferred inflows”. 

A common type of deferred inflow for an enterprise fund would be pension 
related obligations. 
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NET POSITION 

Must be presented in three components: 

1. Net investment in capital assets 
2. Net position - Restricted (distinguishing between major categories of 

restrictions) 
3. Net position – Unrestricted 

 

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET 
POSITION 

- Shows revenues and expenses from operations to date for the current 
fiscal year. 

- Revenues and expense are shown as either operating or non-operating. 
- Sometimes referred to as the income statement 

REVENUE AND EXPENSES 

Revenues generated by rates and fees 

Expenses recorded using governmental accounting standards 

Fees and rates are determined by the costs to provide services to external 
customers and must include depreciation and debt service payments. 

Expenses should be tracked separately for separate activities. 

 

NOTES 
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THE CASH FLOW STATEMENT 

The Cash Flow Statement tracks the 
sources and use of cash 

This statement is closer to your cash 
budgetary statement than the other 
financial statements. 

 

TENNESSEE RULES FOR WATER AND WASTEWATER FUNDS 

Tennessee cities must operate water and/or wastewater systems as Enterprise 
Funds and on a sound financial basis. 

This means that the utility should be self-sufficient and support itself through user 
fees and that annual revenues should equal or exceed annual expenses. 

  

- Contributions from the General Fund are prohibited.   
- Only an in-lieu-of tax payment is allowed. 
- The maximum annual in-lieu-of tax calculation is fixed by state law. 
- Subsidies to the General Fund, and any other Fund, are prohibited.  

WATER AND WASTEWATER FACILITIES ACT 

This Tennessee law requires that water and/or sewer system pay for all its costs of 
operation including debt payments and depreciation expense. 

The Comptroller’s office will notify the WWFB within 60 days of receiving your 
financial report, when any water and/or sewer system violates this Act. 

 

2017 FINANCIAL AMENDMENT TO THE WATER AND 
WASTEWATER FACILITIES ACT 

 

- The TCA was amended to redefine, a "change in net position" to mean 
total revenues less all grants, capital contributions, and expenses. 

- This means that the WWFB will no longer consider grant dollars and other 
capital contributions as revenue for the year. 

- TCA 68-221-1010 
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WWFB AUTHORITY 
- Authorized by T.C.A. 68-221-1008. 
- Ensures water and wastewater systems operate on a sound financial basis. 
- Has the authority to investigate and determine the financial condition of 

any water system or waste water facility under its jurisdiction. 
- Also, has authority to intervene into any water system with excessive water 

loss or poor validity scores. 

 

FACILITIES WITH REPORTABLE DEFICITS AND DEFAULTS 

- A reportable system is one with: 
o a deficit total net position,  
o a negative change in net position for two consecutive years,  
o default on any of its debt instruments.  

WWFB AUTHORITY FOR REPORTABLE FACILITIES 

Upon a determination that the water system or wastewater facility is likely to 
remain in a deficit position, the board may order the management of the water 
system or wastewater facility to adopt and maintain user rate structures 
necessary to do one of the following three things. 

1. If the city fails to adopt user rate structures pursuant to a final order of 
the WWFB. 

2. The WWFB may petition the chancery court to require the adoption of 
the user rate structures ordered by the WWFB. 

3. Which, in the discretion of the court, require corrective actions 
including changes in ownership, management, accounting, rates, 
consolidation, alternative water supply, or other procedures. 

 

OTHER AMENDMENTS TO THE WATER AND WASTEWATER 
FACILITIES ACT 

- The Tennessee Code was amended to have the WWFB enforce water loss 
limitations.  

- A violation of this Act includes any water system with excessive water loss 
or has a poor validity score on the now required AWWA water loss report. 

 



28 
 

AMERICAN WATER WORKS ASSOCIATION (AWWA)  

Validity Score & Non-Revenue Water 

The comptroller’s office shall file with 
the WWFB the audited annual financial 
report of any water system whose non-
revenue water loss as reported in the 
audit is excessive as established by 
rules promulgated by the board.  

For 2017-2018 a water system must have a validity score of 76 or above and 
water loss 19% or less 

For 2018-2019 a water system must have a validity score of 81 or above and 
water loss 19% or less 

 

NOTES 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



29 
 

UTILITY RATE CONSIDERATIONS 

TCA §7-35-414 

TCA § 7-35-415 

 

- “Rates set by ordinance.” 
- Rates should be adequate to cover all costs. 

o “Operations, repairs and maintenance, provide a sinking fund for 
debt principal and interest payments on bonds and notes, and 
maintain an adequate depreciation account.” 

- A fair and equitable price for services purchased or used. 
- Any Inside/Outside rate differential should be documented. 
- Tap Fee amounts should be reviewed and revised to ensure costs are 

recouped for the utility service. 
- “Services rendered to a city or town shall be charged against the city or 

town, and shall be paid when due as the service accrues from current 
funds or proceeds of taxes that the city or town is authorized to levy.” 

NOTES 
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MEMORANDUM 

 

DATE : July 12, 2016 

 

TO:  All Local Government Officials 

 

FROM: Jerry E. Durham, CPA, CGFM, CFE 

  Assistant Director, Division of Local Government Audit 

 

SUBJECT:  Tennessee Code Annotated, 9-18-102(a); Required Internal Control   

Policies and Procedures 

   

Our office has received several questions about the internal control policies and procedures 

that are required by Tennessee Code Annotated, Section 9-18-102(a).  I am writing this memo 

to clarify the Division of Local Government Audit’s (LGA) position relative to the new state 

statute: 

 

1. A system of internal control is required for the year ended June 30, 2016.  The 

system of internal control must be documented in writing. 

 

2. Governments are not required to submit their internal control policies and 

procedures to LGA or any other state agency. 

 

3. LGA has established an Internal Control and Compliance Manual based on the 

U.S. Government Accountability Office’s (GAO) Green Book.     

http://comptroller.tn.gov/la/InternalControl.asp. 

 

4. As indicated in the Preface to the manual, the principles and examples are not 

mandatory.  They are designed to give you some idea of what is involved in 

establishing an internal control system, with one exception (See number 5 

below).   

 

5. Every system of internal control must include the five components of 

internal control:  a)  Control Environment;  b) Risk Assessment;  c) 

Control Activities;  d) Information and Communication;  and e)  

Monitoring.  Each of these components is described in LGA’s Internal 

Control and Compliance Manual. 

 

 

 

http://comptroller.tn.gov/la/InternalControl.asp
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6. Some officials may be familiar with the internal control checklists that have been 

prepared by LGA.  These checklists can be used and adapted for a number of 

situations that involve segregation of duties.  Segregation of duties falls under the 

“Control Activities” component of internal control.  Utilizing the checklists does 

not establish a system of internal control because the checklists do not address all  

five components of internal control listed above.  

http://comptroller.tn.gov/la/InternalControl.asp 

 

7. Your Auditors should ask whether or not your government has developed and 

documented a system of internal control as required by state statute and U.S. 

Office of Management and Budget’s (OMB) Uniform Guidance. LGA has 

recommended to CPA Firms that, if local governments have not made a good faith 

effort to document and implement a system of internal control, this should be at 

least a management finding.  If internal controls are very poor, the finding might 

be elevated to a significant deficiency or material weakness. 

 

8. Those charged with governance (TCWG; e.g. County Commission or City Council) 

are not required to approve the internal control policies and procedures.  LGA 

believes it is preferable for TCWG to play a role in emphasizing the importance of 

internal controls and indicating  their desire that each department establish  a 

system of internal controls, perhaps by resolution. In other words, to set the “tone 

at the top.”  LGA does not believe TCWG should write the policies and procedures.  

We believe this the responsibility of management.  However, each government has 

total discretion in this matter. 

 

9. LGA believes that local governments receiving federal financial assistance (e.g. 

grants) have more responsibilities for internal controls under OMB’s new Uniform 

Guidance than before.  For example, more controls over procurement and 

monitoring subrecipients.  Each local government needs to download and read 

OMB’s new Uniform Guidance.  https://cfo.gov/cofar/cofar-resources/ 

 

This message was sent to the email addresses LGA utilizes for contract communication 

purposes, and therefore, may not include some officials who need to be aware of the changes 

to internal control requirements.   

http://comptroller.tn.gov/la/InternalControl.asp
https://cfo.gov/cofar/cofar-resources/
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